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Stretching the Taxpayers’ Dollar 


Defense Department’s Operations Must Be Managed 


Efficiently and Economically 


by Hon. W. J. McNem, Assistant Secretary of Defense 


HE problems involved in the management of the Department of Defense parallel those of any 
large, diversified and widely-dispersed private business enterprise, and, in this connection, it 
is timely to discuss the importance of financial information in assisting properlv to manage defense 


business. For defense, today, is big business. 
Never before has it been so important that its 
operations be managed on an efficient and eco- 
nomical basis. 


In all our history we have never before attempted 
to develop or maintain for such a prolonged period 
of time forces of the size and character we now 
have. There are many facets to this problem, includ- 
ing, for example, an appreciation by the American 
people of the situation we face in the world today. 


We in the Defense Department—both civilian and 
military—must find the way to manage this business 
through efficient operation so that we are getting 
the greatest possible defense out of the resources 
made available. Only in this way can we gain and 
retain the confidence of the country and its repre- 
sentatives in Congress. 


Successful management—particularly apparent in 
a highly competitive field—places great reliance on 
proper financial management. In the past, however, 
the importance of proper management of the De- 
fense business (utilizing financial information and 
data in the making of management decisions) has 
not received the emphasis that now is necessary. 


With the great number of competent people now 
associated in the present Defense effort, the question 
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rises: why haven’t we so managed our business as 
to create the higher degree of confidence required 
to help insure the continued support of the people? 


The answer is clear. Wé have not developed the 
organization and the machinery to j,rovide our Com- 
manders and Managers with complete, concise, and 
valid information with which they may make sound 
decisions. In the automobile industry, for example, 
the manager of a company can measure every ten 
days public acceptance of his product as compared 
with that of his competitors. 


Better Methods Can Be Developed 


Periodically, the profit and loss statement shows 
whether his operation is making a profit, and whether 
he is successful in efficiently managing the business. 
Such a manager has available information as to the 
value of inventory and work in process as compared 
to the value of the end product—and a statement 
showing the profit on investment. 


But we in the military establishment do not have 
some of these management tools upon which suc- 
cessful business relies—nor have we adequate sub- 
stitutes. But organization, together with procedures 
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and methods can be developed, adopted, and quickly 
_implemented which can fill this need. 


Congress provided authority to achieve improved 
business management of Defense activities (under 
the National Security Act Amendments of 1949), 
but full advantage has not been taken of the oppor. 
tunities to modernize and improve Defense business 
practices and methods—although considerable prog- 
ress has been made. 


Certain results were expected under this legisla- 
tion. Among them were, a direct means for imple- 
menting fiscal management policies which had been 
established by proper authority; a means of ob- 
taining more uniform and accurate financial and 


grams administered so as to account for and report 
the cost of performance of readily identifiable func- 
tional programs and activities. 


It required” the segregation of operating and 
capital programs. It was intended to assure that 
budget estimates were consistent with reasonable 
program requirements, adequately reviewed, prop- 
erly justified; that funds would be used only for 
authorized purposes and in accordance with ap- 
proved policies; that comprehensive and meaningful 
budget and expenditure account classifications would 
be developed and installed; that the budget reviews 
would result in assuring better balance between 
programs—that with such information available, de- 


HON. W. J. McNEIL, Assistant Secretary of Defense and Comptroller, began 
his career in the Defense Department as Assistant and Deputy to the Navy Dis- 
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of Navy Disbursing Officer, Fiscal Director (Navy Department), then, released 
from active duty with rank of Rear Admiral, became Fiscal Director (civilian ) 
for the Navy, Special Assistant to the Secretary of Defense, and assumed his 


present post in 1949. 





statistical information needed in planning and con- 
trol; better estimates of requirements and budgets, 
and many others. 


Progress Has Been Made 


The budget is a subject that is always with us. 
When the Federal government was much smaller, 
a pattern of primary budget programs was estab- 
lished based on objects of expenditure. For a small 
organization or office, such a principle of budgeting 
might have been adequate. But today, with the size, 
scope, and varied nature of activities making up a 
Federal agency, particularly the Department of De- 
fense, such a principle is impracticable and un- 
workable, and could not assist in the management 
of the business, 


Congress, therefore, made it possible for the 
Department to modernize its approach to budgeting. 
First, it required that in the future, budget estimates 
be prepared, presented, and justified and the pro- 
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cisions on programs would be made more promptly 
and effectively; that the number of sources of funds 
necessary to finance a single primary activity would 
be reduced to a single budget activity, eliminating 
overlapping and multiple sources of financing; and 
finally that programs and funds would be adminis- 
tered along clear, simplified, and strengthened lines 
of management and responsibility. 


Progress has been made by the three military 
departments, and the Department as a whole, in 
improving their budget process, but much remains 
to be done, particularly in establishing the clear 
line of authority so that parallel funding and re- 
porting may be simplified and made meaningful. 
This, together with a uniform and comprehensive 
system of account classifications should receive early 
and prompt attention. 


It must be realized that a part of the Defense 
effort is similar to normal commercial and industrial 
activities. (Examples are bakeries, laundries, print- 
ing plants, shipyards, manufacturing arsenals, air- 
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craft and engine overhaul facilities, etc.) The 
Department is now authorized to operate commercial 
and industrial type activities on a corporate or busi- 
ness basis and eliminate the former archaic and im- 
practical annual appropriation financing methods. 
This new concept permits coordination of operat- 
ing and fiscal responsibilities under single manage- 
ment. 


The buyer-seller relationship between an activity 
and its military purchasers or customers is encour- 
aged. It makes practicable common use of available 
facilities and inventories and reduces or eliminates 
overlapping or duplication of services and facilities. 
The adoption and use of modern commercial fiscal, 
budget, and accounting systems is possible. Progress 
has been slow in getting this program underway 
although there are now some 40 corporate installa- 
tions in the Army and Navy with one minor activity 
operating under the plan in the Air Force. 


Problem: Inventory Management 


One of the major problems is the management of 
inventories. Except for major items of capital equip- 
ment, the problem ean be separated into two broad 
classes. First, the 100,000 or so items of common-use 
standard-stock material, and second, the hundreds 
of thousands of technical types of items, including 
technical spares and spare parts. 


Legislation called for the establishment of prop- 
erty accounting on both an item and a monetary 
basis. In the case of common-use standard-stock 
items, it called for the establishment of Stock Funds. 
In effect, this involves the establishment of a cor- 
porate type enterprise which would purchase, store, 
and sell for cash, or issue on a reimbursable basis, 
all such stocks at depot, post, camp, base, or station 
levels. Only when stocks at all levels are included 
in stock reports or covered by a single balance sheet 
can the department be assured of its inventory 
position. 


Overall control and management of the various 
classes of common-use items can best be handled 
when measured by the one common denominator— 
the dollar. The value of material on hand, the value 
of receipts and the value of sales or issues provides 
a basis for a clear picture of the adequacies of 


stocks and the level of inventories on hand. Manage- 
ment is simplified. Consumption can be controlled 
by the department or command concerned through 
the simple process of an allotment or allocation of 
funds to maintain a desired and approved level of 
maintenance and operation. 


Items of supply in the technical field in which 
there is a high potential obsolescence factor should 
not, I think, be considered for inclusion under stock 
funds at this time. However, such items should also 
be priced and carried under item and financial 
control. 


Next among our needs in the Department, is re- 
quired the establishment of a comprehensive and 
uniform accounting system. Accounting in the Fed- 
eral government has not, in the past, adequately 
served management. For too many years its primary 
purpose might be defined as fiduciary accounting. 
And while this purpose must be recognized, the 
major reason for the accounting effort is to provide 
timely and accurate information which will assist 
the Manager or Commander. 


It must provide: reliable data ,to serve as a basis 
for preparation and support of budget requests; 
media for effecting control of obligations and ex- 
penditures ; the tools for measuring effectiveness and 
economy of performance at each level of major 
responsibility. It must promote the control over and 
the reduction of operating costs. 


Means To Achieve Confidence 


There must also be established at the earliest 
possible date a uniform system of account classifica- 
tions covering the field of budget, fiscal accounting. 
cost accounting, and property and inventory account- 
ing. It must result in more meaningful acounting 
reports for use in planning and management at 
every level. It must assist in the creation of greater 
cost consciousness and a greater sense of responsi- 
bility and accountability on every side. 


Associated with accounting is an important field 
which frequently has not received the emphasis that 
it merits—the procedure for adequate statistical 
analysis and reporting. Now, statistical reporting in 
itself is not enough—and undoubtedly much of the 


41 








TAX REVIEW, SEPTEMBER 1953 


ceoogoooooooooooo ocoocoeoeceeoeedeoedceaoeaeeceeaeeeeeeaeeeeeeeeeee8 8 


reporting as is practiced today has little effect on 
decisions which must be made. Therefore, in addi- 
tion to providing statistics, there must be a pro- 
cedure whereby comprehensive summaries are avail- 
able on a timely basis to the Manager or Commander. 
There must be an adequate analysis and interpreta- 
tion of such information so that the top officials 
can be fully and currently informed of the progress 
and problems involved in the major programs which 
are under way. 


Another field in which further progress should 
be made is in an adequate system of internal audit. 
In past years, the Comptroller General has found 
it necessary to make a post audit on each individual 
payment voucher or financial transaction. Under 
the leadership of Lindsay Warren, real progress is 
being made toward the development of the compre- 
hensive type of audit. As rapidly as the Department 
of Defense implements its internal audit system, 
the Comptroller General expects to lessen the em- 
phasis of the General Accounting Office on the audit 
of individual transactions, and would regard his 
responsibility as that of a public accounting firm 
which makes periodic audits on behalf of the stock- 
holders and directors. It is not for this reason alone 
that internal audit should be emphasized. It also 
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provides a means for an appraisal of the financial 
and business operation of various activities, together 
with recommendations to the management or com- 
mand for remedying unsatisfactory conditions. 
Among other things it should permit a uniform 
and efficient examination of the records of private 
contractors for certain types of contracts. 


Implementation of this kind of a program within 
the Department depends in large measure upon 
recognition of the contribution it can make to suc- 
cessful management. While there are many compe- 
tent personnel in the financial field now in the 
service, many are not presently so assigned as to 
properly utilize their talents. Even so, the assistance 
of personnel from successful private business, ex- 
perienced in both organization and financial matters, 
will be needed to shorten the time required to achieve 
the desired results. 


We in the Department feel the more quickly this 
can be accomplished, the sooner we can so manage 
our business as to secure greater defense from the 
resources provided to us. Accomplishment of this 
objective will go far to achieve and retain the con- 
fidence of the country, a confidence we must have 
if we are to maintain a strong defense position for 
an indefinite period of time. 
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